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NEPAL KEY ECONOMIC INDICATORS 


All values in US $ million and for end of Exchange Rate: 

period unless otherwise stated. US $1.00 = NRs. 12.00 

NEPAL FISCAL YEAR Percentage 
Mid-July to Mid-July FY1976/77 FY1977/78 FY1978/79 Change 


INCOME & PRODUCTION 
GDP at current prices (est.) 1,445 1,634 1,760e 
GDP at constant FY1977 prices (est.) 1,445 1,470 1,53le 
Per Capita GDP, constant prices 110 110 112e 
Agricultural Production (000 Mfr) 
Foodgrains 3,704 3,586 3,691 
Cash Crops 692 798 809 
Government Budget 194, 222.9 259. 
Regular 69. Tice Bas 
Development 124. 150.7 aw As. 
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MONEY & PRICES 
Money Supply = . 207 .6** 14.9%* 
Interest Rates 
Central Bank (treasury bills) a ; ; nil 
Commercial banks (prime) : ; : nil 
Commercial banks (average) ; ; : nil 
Retail Price Index (1972/73 = 100) é ‘ - 3.5 


BALANCE OF PAYMENTS & TRADE 
Gold and convertible currency reserves+ 
Indian currency reserves+ 
External public debt outstanding 
Balance of Payments (basic balance) 
Balance of Trade 
EXports, FOB 

Overseas Exports, FOB 

U.S. Share 
Imports, CIF 

Overseas Imports, CIF 

U.S. Share 


i 4.2* 
2* 60.2% 
_3* 38,07 
2° ~165.3" 
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Overseas Tourist Arrivals 90,799 120,833 125 ,3l1lle 


Main imports from U.S. (FY 1978/79): Aircraft spare parts $2.6, Wheat & wheat 
flour $0.94, Machinery & parts $0.51, 
Tobacco $0.28, Medicines $0.24. 


Notes: e Embassy Estimates 
* As of mid-April 1979 (percentage change over previous 12 months) 
** As of mid-Jume 1979 (percentage change over previous 12 months) 
+ Official plus commercial bank holdings. 


Sources: National Planning Commission, Nepal Rastra Bank, Ministry of Finance, 
Ministry of Tourism, Trade Promotion Center plus Embassy estimates. 





SUMMARY 


Nepal is a relatively small, landlocked, mountainous 
country. The bulk of its population lives either on 

the edge of the Ganges Plain near the southern border of 
the country, in small valleys within the Himalayan foot- 
hills or on the slopes surrounding these valleys. Popula- 
tion, already dense, is increasing at 2.5% per year. The 
only arable land not already under cultivation is in the 
country's forestry reserves, and more pressure is being 
placed each year upon the country's limited resources. 

The differences between a good year and a bad one depend 
almost entirely on the monsoon rainfall. Although Nepal 
continues to be a net exporter of rice, domestic con- 
sumption is gradually approaching total production. Should 
there be a serious crop shortfall in the future, Nepal 
will be forced to import feedgrains with a serious adverse 
impact on its foreign reserves. 


The past year (July to July) was relatively good with a 
small increase in agricultural production over the pre- 
vious year. Invisible earnings, chiefly from pensions, 
remittances, tourism and foreign assistance, have con- 
tinued strong and permitted a positive overall balance 


of payments. Somewhat ominously, however, import costs 
pushed by higher petroleum prices, have eroded Nepal's 

balance of payments position to the point that it sus- 

tained a negative current account balance. 


Foreign assistance to Nepal, dominated by such multilat- 
eral donors as the World Bank and the Asian Development 

Bank, is increasing rapidly and plays a critical role in 
financing the country's development plans. 


The best opportunities for U.S. business in Nepal are 
specifically related to major projects financed by this 
increasing multilateral aid. The possibilities include 
consultant work, construction contracts and equipment 
sales. Investment opportunities exist primarily in tourism 
with lesser possibilities also in mining and agri-business. 
The Government of Nepal warmly encourages foreign invest- 
ment. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Production 


Nepal's GNP grew by around 4% at constant prices in FY 
78/79 (mid-July to mid-July) on the strength of an in- 
crease in agricultural production of 3%. Although pro- 
duction of subsistence crops was slightly higher during 
this fiscal year than in the preceding year, it was still 
well below the levels of the previous three years. Of 
the major subsistence crops,rice production was 2,330,000 
M.T. (42.5%), corn production was 743,000 M.T. (+0.347) 
and wheat 454,000 M.T. (4+10.39%). Over the last ten years, 
production of subsistence crops has increased by about 
11% while the population is estimated to have increased 
by almost 25%. Ten years ago Nepal exported in the 
neighborhood of 150,000 M.T. of rice depending on weather 
conditions. This year it exported 50,000 M.T. with rela- 
tively good conditions. Despite its label of a subsistence 
crop, rice has traditionally contributed about one-third 
to one-half of Nepal's export earnings. As domestic con- 
sumption of this basic commodity grows, Nepal is becoming 
increasingly vulnerable to the effects of bad weather. 
With anything less than bumper crops, Nepal will become, 
within the foreseeable future, a net importer of food- 
stuffs. 


Early reports on the fall harvest of FY 79/80 indicate that 
next year will not be good. The monsoon came late and 
failed to provide the normal amount of rainfall in many 
areas. Initial estimates are that grain production may 

be off as much as 15%. 


Production of cash crops was mixed, with the major crops, 
sugarcane and potatoes off slightly, and jute and oil 
seeds up by 17%. Except in the case of oil seeds, changes 
in production were due to shifts in productivity as the 
area under cultivation changed only marginally. Land 
under cultivation of oil seed crops increased by 8%, a 
continuation of a trend which has seen land under oil seed 
production grow by 43% over the last ten years. 


Nepal's industrial production consists essentially of jute 
and sugar processing for export in addition to several 
small import substitution industries. Both of the export 
industries remained relatively unchanged while the import 
substitution industries turned in a mixed performance. 





Of the latter, cement production dropped by almost two- 
thirds to 12,147 M.T. (9 months) due to machinery break- 
downs and shortages of raw material. This has created 
significant bottlenecks in construction. 


The future of industrialization in Nepal is limited by 
the need to develop hydroelectric power as well as to 
find a market for the goods produced. Nepal's population 
of 13.5 million, most of which are subsistence farmers 
with virtually no money income, will not support more 
than a small number of import substitute industries. 
Exports could eventually go to India, but penetrating 
the Indian market is difficult. A textile mill has 
opened with a capacity of 11,000,000 meters of cloth and 
200 tons of yarn. Work has begun on a cement plant with 
a capacity of 750 tons per day and India will assist 
Nepal with the construction of a second with a capacity 
of 1,500 tons of cement per day. It is estimated that 
the annual demand for cement in Nepal is about 300 
thousand tons so that eventually the country will have 
substantial cement export potential. With Chinese help 
Nepal is planning the construction of a small paper mill 
using rice straw as raw material, as well as a large 
mill with trees as the source of cellulose. The Chinese 


will also assist in the construction of a new sugar mill. 


Power 


Nepal has unlimited hydroelectric power potential and 
major plans are being made to develop it. The current 
Five-Year Plan calls for the addition of 56,945 kilowatts 
to Nepal's generating capacity. Most of this will come 
from a series of major dams although the installation of 
small generating plants large enough to supply a village 
is also getting underway. Nepal and India are currently 
negotiating the terms of a regional agreement for the con- 
struction of a $1.5 billion dam on the Karnali River. The 
dam, financing for which will come from an international 
consortium, will supply power to both India and Nepal as 
well as provide significant flood control in the Ganges 
Basin. Other large hydroelectric projects are also under 
discussion between the two countries. 





Cost of Living 


The cost of living in Nepal is largely determined by the 
cost of food grains which depends upon the size of the 
harvest. Grain prices were high at the beginning of the 
year because of the relatively bad harvest last year. 

In the period July 1978-May 1979 the food and beverage 
index dropped 4.2% while non-foods and services rose by 
7.2% for a decrease in the overall price index of 0.7%. 
Price increases were accelerating by the end of this 
period, however, and with the prospect of bad crops this 
summer, serious inflationary pressures were beginning to 
be felt in some areas by the end of the fiscal year. 


Trade and Balance of Payments 


Nepal registered a sharp increase in its trade deficit 
over the first ten months of the year and a negative 
balance of payments on current account. The trade de- 
ficit increased by 27% to $151 million. While exports 
increased somewhat (5.5%), imports jumped 20.6%. Sta- 
tistics showing imports by commodity are not yet available, 
but it seems evident that much of the increase in import 
costs stems from higher petroleum and fertilizer prices. 
Estimated expenditures for petroleum were $30 million 

this year as against $16 million last year. India's 

share of overall trade slipped to 54% from 61% last year 
as a result of the growth in imports from other countries. 
U.S. trade with Nepal is marginal. Exports to Nepal 
declined from $13 million last year to $8.4 million this 
year while imports rose from $5.2 million to $8.1 million. 


Traditionally, Nepal's chronic trade balance has been more 
than offset by invisible earnings. These stem from re- 
mittances of overseas workers, pensions to Nepali veterans 
of foreign armies, tourism and official grants. For the 
first time in recent years, however, this failed to occur 
last year and Nepal registered a balance of payments de- 
ficit. The current account in 1977 showed a positive 
balance of $16.4 million while last year it registered a 
deficit of $23.5 million. Returns for the first nine 
months of this year indicate the deficit will exceed $30 
million. Earnings from tourism increased 25% to $30 
million, the second such rise in two years. Other ser- 
vices increased by 38% to $54.4 million and private re- 
mittances by 40% to $19.3 million. Official grants also 
rose by 78% to $28.3 million. The fact that these greatly 
increased earnings were not sufficient to offset the 





mushrooming trade deficit raises the spectre of con- 
sistent deficits in the future. As indicated above, it 
is likely that the increasing population will absorb 
increasingly greater amounts of the rice surplus, and 
timber reserves will soon be exhausted. Other export 
earnings cannot be raised to offset these losses. 
Eventually, Nepal will become a net importer of grain 
while tourism earnings are extremely vulnerable to 
economic conditions in Europe and the U.S. or political 
instability in the South Asian sub-continent. It seems 
virtually inevitable that Nepal will be faced with a 
deteriorating balance of payments, relieved only by 
bumper rice crops. Injections of foreign capital via 
assistance grants and loans will be increasingly neces- 
sary to maintain Nepal's holdings of foreign reserves. 


While last year official capital movements failed to 
compensate for the current account deficit, and there 
was a loss of official foreign reserves of $1.2 million, 
figures for the first nine months this year indicate 
foreign loans and miscellaneous capital movements will 
permit an increase in reserves. Indications are that 
the overall balance of payments will show a positive 
balance of $19.1 million which would bring official for- 
eign reserves to $178.1 million. Reserves in the com- 
mercial banking system amounted to $52.5 million. (Ten 
months' imports totalled $192.9.) 


Government Budget 


The government budget covers both regular and development 
expenditures. The former is funded by tax revenues while 
the latter depends largely on foreign grants and loans. 
The overall budget was projected to rise by 40% to $315 
million this year on the strength of a 46% increase in 
development expenditures to $222.5 million. Such an 
increase was based on projected grants of $60.4 million 
(+54% from FY 77/78) and foreign loans of $68 million 
(+110%). If, in fact, these figures are reached it will 
mean a virtual doubling of Nepal's external debt. Past 
performance indicates, however, that actual disbursements 
will amount to about half that amount. 


The regular budget is projected to increase by 27% to 
$93 million. Expenditures on social services are planned 





to rise 23% (16.5% of the regular budget), economic 
services 15% (10% of budget) and defense and police by 
15% (26% of budget). Government revenues will exceed 
regular budget expenditures by over 180%. Customs 
revenues, which make up 32% of projected total, are ex- 
pected to rise by 37% to $54 million. 


Nepal is thus in an enviable financial position. Do- 
mestic revenues are available to finance some 35% of the 
development budget and an internal loan will bring do- 
mestic financing up to 42%. Foreign reserves are larger 
than foreign debt and approximately equivalent to a 
year's imports. This position represents as well, how- 
ever, the difficulties Nepal is facing in achieving 
economic development. Social and economic services are 
at a low level because of a lack of trained manpower 

and the problems created by the geographical constraints 
of the country. Foreign reserves are not being used 
because, inter alia, identification of viable investments 
is difficult. 


Foreign Assistance 


Total foreign aid commitments for FY 78/79 are $175.5 


million, up 36.9% over last year. Of this $83.3 million 
comes from multilateral donors, and $77.1 million is in 
loans. Disbursements in a given year tend to run around 
one-third to one-half of commitments. Last year they 
were $71.2 million against commitments of $128 million. 
About half of foreign assistance is devoted to transport 
and power projects; about 30% is earmarked for agricul- 
tural and irrigation projects. 


IMPLICATIONS FOR THE UNITED STATES 


Nothing has occurred to alter the fact that Nepal, with 
its small population, undeveloped economy and geographic 
remoteness, is manifestly not destined to become a major 
market for U.S. goods and services. Even where possi- 
bilities do exist, U.S. firms will face stiff competition 
not only from developed countries with experience in the 
region, such as Japan, but also from developing nations, 
e.g. Korea and more notably India, which possess the 
technology to meet many of Nepal's requirements and have 
a major competitive edge from the standpoint of labor 
costs and other factors. 





Despite these negative conditions, significant oppor- 
tunities for American business are growing in certain 
specialized fields. Worthy of particular attention are 
the major development projects financed by the World 
Bank/IDA and by the Asian Development Bank. These pro- 
jects are growing in number and value, and offer sub- 
stantial opportunities for consultancy, contracting and 
equipment sales. In some cases--e.g. the irrigation 
and rural development projects--the scope may not be 
sufficiently complex to enable U.S. contractors to 
compete successfully, but they nevertheless offer the 
opportunity for equipment sales. Recently, for example, 
U.S. earthmoving equipment worth $5 million was sold in 
connection with the Kulekhani power project, on which 
U.S. contractors had earlier lost out to a Korean firm. 
To take advantage of such sales opportunities, the ser- 
vices of a good local agent would be most useful. 


Aside from a small investment in a tourist jungle-lodge 
complex, there is no U.S. investment in Nepal. This is 
due primarily to problems of geography, limited knowledge 
in the United States of conditions in Nepal, and the 

lack of obvious exploitable opportunities. Seeking to 
overcome these barriers and recognizing the country's 


need for foreign capital and management expertise, the 
Government offers a liberal foreign investment policy. 
Up to 100% foreign ownership is permitted under certain 
conditions, and a variety of tax concession and other 
incentives are offered. Working within this favorable 
climate, perhaps the most attractive opportunities for 
investment lie in the field of tourism development, pri- 
marily in opening up areas outside Kathmandu Valley, but 
also in refining the somewhat basic tourist facilities 
offered in the capital. Mineral surveys have identified 
a few deposits of possible commercial significance, in- 
cluding magnesite, lead/zinc and copper, but these require 
further definition. Various agro-business and forestry 
development possibilities may merit investigation, with 
the Indian market being the prime target. 
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